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Mission of the Service

Provide America’s taxpayers top quality service by help-
ing them understand and meet their tax responsibilities

Introduction

The Internal Revenue Bulletin is the authoritative instrument
of the Commissioner of Internal Revenue for announcing offi-
cial rulings and procedures of the Internal Revenue Service
and for publishing Treasury Decisions, Executive Orders, Tax
Conventions, legislation, court decisions, and other items of
general interest. It is published weekly and may be obtained
from the Superintendent of Documents on a subscription
basis. Bulletin contents are consolidated semiannually into
Cumulative Bulletins, which are sold on a single-copy basis.

It is the policy of the Service to publish in the Bulletin all sub-
stantive rulings necessary to promote a uniform application
of the tax laws, including all rulings that supersede, revoke,
modify, or amend any of those previously published in the
Bulletin. All published rulings apply retroactively unless other-
wise indicated. Procedures relating solely to matters of in-
ternal management are not published; however, statements
of internal practices and procedures that affect the rights
and duties of taxpayers are published.

Revenue rulings represent the conclusions of the Service on
the application of the law to the pivotal facts stated in the
revenue ruling. In those based on positions taken in rulings
to taxpayers or technical advice to Service field offices,
identifying details and information of a confidential nature
are deleted to prevent unwarranted invasions of privacy and
to comply with statutory requirements.

Rulings and procedures reported in the Bulletin do not have
the force and effect of Treasury Department Regulations,
but they may be used as precedents. Unpublished rulings
will not be relied on, used, or cited as precedents by Service
personnel in the disposition of other cases. In applying pub-
lished rulings and procedures, the effect of subsequent leg-
islation, regulations, court decisions, rulings, and proce-

and by applying the tax law with integrity and fairness to
all.

dures must be considered, and Service personnel and oth-
ers concerned are cautioned against reaching the same con-
clusions in other cases unless the facts and circumstances
are substantially the same.

The Bulletin is divided into four parts as follows:

Part .—1986 Code.
This part includes rulings and decisions based on provisions
of the Internal Revenue Code of 1986.

Part Il.—Treaties and Tax Legislation.

This part is divided into two subparts as follows: Subpart A,
Tax Conventions, and Subpart B, Legislation and Related
Committee Reports.

Part lll.—Administrative, Procedural, and Miscellaneous.
To the extent practicable, pertinent cross references to
these subjects are contained in the other Parts and Sub-
parts. Also included in this part are Bank Secrecy Act Admin-
istrative Rulings. Bank Secrecy Act Administrative Rulings
are issued by the Department of the Treasury’s Office of the
Assistant Secretary (Enforcement).

Part IV.—Items of General Interest.
This part includes notices of proposed rulemakings, disbar-
ment and suspension lists, and announcements.

The first Bulletin for each month includes a cumulative index
for the matters published during the preceding months.
These monthly indexes are cumulated on a semiannual basis,
and are published in the first Bulletin of the succeeding semi-
annual period, respectively.

The contents of this publication are not copyrighted and may be reprinted freely. A citation of the Internal Revenue Bulletin as the source would be appropriate.

For sale by the Superintendent of Documents, U.S. Government Printing Office, Washington, DC 20402.



Part lll. Administrative, Procedural, and Miscellaneous

Weighted Average Interest Rate interest rates used to calculate current lia- The average yield on the 30-year Trea-

Update bility for the purpose of the full funding sury Constant Maturities for May 1999 is
limitation of § 412(c)(7) of the Internal 5.81 percent.
Notice 99-33 Revenue Code as amended by the Om-The following rates were determined

nibus Budget Reconciliation Act of 1987for the plan years beginning in the month
Notice 88—73 provides guidelines forand as further amended by the Uruguashown below.
determining the weighted average intereftound Agreements Act, Pub. L. 103-465
rate and the resulting permissible range ¢GATT).

90% to 105% 90% to 110%
Weighted Permissible Permissible
Month Year Average Range Range
June 1999 6.04 5.44t0 6.34 5.44 to 6.65
Drafting Information tion, the charity or an irrevocable life in-expressly requiring the charity to use the

o , .. surance trust formed by the taxpayer (or funds transferred by the taxpayer for pre-
The principal author of this notice iSg|ated person) purchases the cash valogum payments in accordance with the
Todd Newman of the Employee Plans Difite jnsyrance policy. The designated bersplit-dollar agreement, both parties under-
vision. _For further information regardinggficiaries of the insurance policy includestand that this will occur.
this notice, call (202) 622-6076 betweety, 1he charity and the trust. Members The structure of charitable split-dollar
2:30 and 3:30 p.m. Eastern tl’me (not Bf the taxpayer’s family (and, perhaps, thensurance transactions varies. In some
Foll-free nhumber). Mr. Newman's numbertaxpayer) are beneficiaries of the trust. cases, a member of the taxpayer’s family,
is (202) 622-8458 (also not a toll-free In a related transaction, the charity ena family limited partnership, or another
number). ters into a split-dollar agreement with thaype of intermediary related to the tax-
trust. The split-dollar agreement specifiepayer is used as an intermediary rather
i . what portion of the insurance policy prethan an irrevocable life insurance trust.
Charltab!e Split-Dollar Insurance miums is to be paid by the trust and whathis notice applies to any charitable
Transactions portion is to be paid by the charity. Thesplit-dollar insurance transaction, regard-
Noti agreement specifies the extent to whiclkess of whether a trust or some other type
otice 99-36 : . . ; ) .
each party can exercise standard policyf related intermediary is used in the
This notice is to alert taxpayers and orholder rights, such as the right to borroviransaction.
ganizations described in § 170(c) of th@gainst the cash value of the policy, to Generally, to be deductible as a charita-
Internal Revenue Code (including charipartially or completely surrender the polble contribution under § 170 or 2522, a
ties described in § 501(c)(3)) about certaiity for cash, and to designate beneficiggayment to charity must be a gift. A gift
charitable split-dollar insurance transacries for specified portions of the deatfo charity is a payment of money or trans-
tions that purport to give rise to charitabléenefit. The agreement also specifies tHer of property without receipt of ade-
contribution deductions under § 170 ofmanner in which it may be terminated anduate consideration and with donative in-
2522. Taxpayers and these organizatioiee consequences of such terminationtent. See Rev. Rul. 67-246, 1967-2 C.B.
should be aware that these transactiodthough the terms of these split-dollarl04, which holds that a payment to char-
will not produce the tax benefits adveragreements vary, the common feature isy may be deductible, to the extent it ex-
tised by their promoters. Furthermorethat, over the life of the split-dollar agreeceeds the fair market value of the benefit
promoters of these transactions, and taxaent, the trust has access to a dispropaeceived, if the excess is paid with dona-
payers and organizations participating itionately high percentage of the cash-sutive intent; and § 1.170A-1(h) of the In-
them, may be subject to other adverse tagnder value and death benefit under theome Tax RegulationsSee also U.S. v.
consequences, including penalties. policy, compared to the percentage of préAmerican Bar Endowmen4,77 U.S. 105
In general, a charitable split-dollar in-miums paid by the trust. (1986), in which participants in a group
surance transaction involves a transfer of As part of the charitable split-dollar in-insurance program operated by a charity
funds by a taxpayer to a charity, with thesurance transaction, the taxpayer (or a rerere denied a charitable contribution de-
understanding that the charity will use théated person) transfers funds to the chaduction for a portion of the premium paid
transferred funds to pay premiums on #y. Although there may be no legallyto the charity because the participants
cash value life insurance policy that benedinding obligation expressly requiring thefailed to show that they knowingly made
fits both the charity and the taxpayer’saxpayer to transfer funds to the charity tpayments to the charity in excess of the
family. Typically, as part of this transac-assist in making premium payments, ofair market value of the insurance.
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However, regardless of whether a taxased the proceeds to purchase the tag§ 2522(c)(2) and 25.2522(c)-3(c)(1)(i)
payer receives a benefit in return for @ayer’s yacht at an inflated price. Thef the Gift Tax Regulations, no gift tax
transfer to charity or has the requisite dofax Court disregarded the form of theleduction under § 2522 will be allowed.
native intent, 88 170(f)(3) and 2522(c)(2}ransaction and taxed it in accordance Promoters of charitable split-dollar in-
provide that generally no charitable dewith its substance—as if the taxpayer hagurance transactions contend that the as-
duction is allowed for a transfer to charitysold the stock and contributed the yacht tsumptions used to value current life insur-
of less than the taxpayer’s entire intereshe charity. On appeal, the taxpayer corgnce protection under Rev. Rul. 64-328,
(i.e., a partial interest) in any property.tended that the charity had no legallj964-2 C.B. 11, as clarified in Rev. Rul.
Thus, no charitable contribution deduchinding obligation to purchase the yachf6-110, 1966-1 C.B. 12, are relevant in
tion is permitted when a taxpayer assignend that absent such an obligation th@etermining the value of benefits received
a partial interest in an insurance policy teransactions must be treated according ®, and the amount of charitable deduc-
a charity. SeeRev. Rul. 76-1, 1976-1 their form. The Second Circuit disagreedion allowed to, taxpayers participating in
C.B. 57, which holds that a transfer tawith the taxpayer and held that there walese transactions. However, these rev-
charity of an annuity contract constitutes legal obligation on behalf of the charityenue rulings do not apply to charitable
a nondeductible gift of a partial interesto purchase the yacht, based on the dogPlit-dollar insurance transactions. More-
where the transferor effectively retaingrine of promissory estoppel. The courPVer, because the partial-interest rule does
the right under the annuity contract tavent on to state that “even if [the charityf0t @llow any charitable deduction with
purchase life insurance at reduced rategiere not legally obligated, the Tax'®SPect to charitable split-dollar insurance
and Rev. Rul. 76-143, 1976-1 C.B. 63Court’s finding that the transactions werdransactions, there is no reason to deter-
which holds that a transferor’s irrevocableindertaken pursuant to an understandifgine the value of benefits received by the
assignment of the cash surrender value afrived at in advance is sufficient to susi@*Payer in those transactions.

a life insurance policy to a charity, whiletain the Commissioner’s position.” 697 Depending on.the facts and circum-
retaining the right to designate the benefiF.2d at 474-475See alsdrev. Rul. 76-1, stances, th.e Sery|ce may challlenge, on t.he
ciary and to assign the balance of the poln which a taxpayer is treated, in sub—baSIS ,Of private murement or IMpermissi-
icy, is a transfer to charity of a nondestance, as retaining a right under an annBle pnvat.e benefit, thg tax-e>.<empt §tatus
ductible partial interest under § 170(f)(3).ity contract to purchase life insurance a?f a charlty that participates n charitable

Promoters of charitable split-dollar in-reduced rates even though, in form, thgpllt-qmlar Insurance transactions. In ap-
surance transactions contend that a tagaxpayer had transferred complete owneP—rOprIate cireumstances, trge Sefr.wce may
payer participating in such a transaction iship of the annuity contract to charity. f;izgsusn;ae);egs 4%%86 Xg:’z;f_ggae"g trl?:;;c_
entitled to a charitable contribution de- Similarly, in a charitable split-dollar in- 4941 st ' di i dg
duction under § 170 or 2522 for the fundsurance transaction, the Service wiI?  against any disquafitied person

. . . who benefits from the charitable split-dol-
transferred to the charity. First, they conapply the substance-over-form doctrln(f:ar insurance transaction and against cer-
Fend that_the funds tra.nsferre.d to the chabased on the mutual understanding b?éin of the charity’s managers. The Ser-
ity cor_15t|tute u.nre'stncted gifts becguswveen_ the taxpayer, the trust (or pther &ice may also assess taxes on taxable
there is no obligation that_ legally t_)lndslated intermediary), and the charity. Th%xpenditures under § 4945 against any
th_e charity to pay the policy premlumSSerwce will treat the transaction as one Brivate foundation that participates in
with those funds. Second, promoters corwhich the taxpayer obtains an insurancg ., yransactions and against certain of
tend that charitable split-dollar insuranceolicy, pays premiums with respect to thafye foundation’s managers. In addition, a
transactlon_s do not violate the partial-inpolicy, and trgnsfers some of the ”ght%harity that provides written substantia-
terest rule in §170()(3) or 2522(c)(2) beunder that policy to the trust and the regon of a charitable contribution in con-
cause the taxpayer generally is not a partyaining righ_ts to chgrity. Because a t@Xpection with a charitable split-dollar in-
to the split-dollar agreement with thepayer participating in a charitable splitsrance transaction may be subject to
charity a_nd has no interest in the insurdollar insurance transaction is treated 3Senalties for aiding and abetting the un-
ance policy. _ dividing the rights in the insurance policygerstatement of tax liability under § 6701.

In analyzing the federal tax consebetween the trust and charity, the taxpayefhe Service also will consider whether to
quences of a particular transaction, theoes not come within the “transfer-of-anrequire charities to report participation in
Service is not required to respect the forrantire-interest” exception to the partial-incharitable split-dollar insurance transac-
of a taxpayer’s transaction when to do sterest rule of 88 170(f)(3)(B)(ii) and tions on their annual information returns.
would yield a result that is inconsistentl.170A-7(a)(2)(i) of the Income Tax Reg- |n addition, the Service may impose
with the substance of the transactidee ulations. Thus, the Service will treat genalties on participants in charitable
Commissioner v. Court Holding C&24 taxpayer’s participation in a charitablesplit- dollar insurance transactions, in-
U.S. 331, 334 (1945)5regory v. Helver- split-dollar insurance transaction as vioeluding the accuracy-related penalty
ing, 293 U.S. 465, 469-470 (1935). Inating the partial-interest rule inunder § 6662, the return-preparer penalty
Blake v. Commissionér,C.M. 1981-579, 8§ 170(f)(3) and 1.170A-7(a)(2)(i), andunder § 6694, the promoter penalty under
aff'd, 697 F.2d 473 (2d Cir. 1982), a taxo income tax deduction under § 170 wilg 6700, and the penalty under § 6701 for
payer contributed appreciated stock to e allowed to the taxpayer with respect taiding and abetting the understatement of
charity. The charity sold the stock anduch a transaction. Similarly, pursuant ttax liability.
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DRAFTING INFORMATION

The principal author of this notice is
Susan Kassell of the Office of Assistant
Chief Counsel (Income Tax and Account-
ing). For further information regarding
this notice, contact Ms. Kassell at (202)
622-4930 (not a toll-free call).
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Part IV. Items of General Interest
Notice of Proposed Rulemaking Revenue Building1111 Constitution Av- C.B. 147). This position subsequently

and Notice of Public Hearing enue NW, Washington, DC. was sustained in litigation iBausch &
Lomb Optical Co. v. Commission&0
The Solely for Voting Stock FOR FURTHER INFORMATION CON- T.C. 602 (1958)aff'd, 267 F.2d 75 (2d
Requirement in Certain TACT: Concerning the regulations,cir,), cert. denied361 U.S. 835 (1959)
Corporate Reorganizations Marnie Rapaport, (202) 622-7550; cON{the Bausch & Lombdoctrine). In Rev.
cerning submissions of comments, thexy|. 54-396, a parent corporation owning
REG-115086-98 hearing, and/or to be placed on the buildrg percent of the stock of a subsidiary as

__ing access list to attend the hearing, Guye result of a prior unrelated cash pur-
AI‘ISSI‘EN.IC.:Y: Internal Revenue Servicer. Traynor, (202) 622-7190 (ot toll-freechase acquires all of the assets of the sub-
(IRS), Treasury. numbers). sidiary in exchange for a block of the par-
ent's voting stock. The block of the

ACTION: Notice of proposed ruIemak—SUppLEMENTARY INEORMATION:
' parent’s stock that has been transferred to

ing and notice of public hearing.

Background the subsidiary is then distributed in liqui-
SUMMARY: This document contains . dation pro rata to its shareholders. The
proposed regulations relating to the solelf- General Information ruling concludes that the transaction does

for voting stock requirement in certain dmt qualify as a “C” reorganization under
corporate reorganizations under SeCtiOQmendments to the Income Tax Regulé-he 1939 Internal Revenue Code, but
368(a)(1)(C) of the Internal Revenue-tionS (26 CFR part 1) under sectior{ather is a taxable liquidation of the sub-
Code. The proposed regulations prOVid§68(a)(1)(C) relating to the definition of asidiary. The rationale of the revenue rul-
that prior ownership of a portion of a tar«g.» reorganization. A “C” reorganization ing is that the acquisition violates the
get corporation’s stock by an acquirinqS described as the acquisition by one CO§_o|ely for voting stock requirement, be-

corporation ggnerally will no'F prevent' theporation of substantially all of the proper_cause the parent corporation acquires only
solely for voting stock requirement in

&ies of a target corporation in exchang@l percent of the subsidiary’s assets in ex-

“C” reorganization of the target Corpora el for voting stock of the acquiringChange for the parent’s voting stock,

tion and the acquiring corporation fromgq,5ration (or solely for voting stock of*VNile tt\e remaining 79 percent of the sub-
being satisfied. This document also Progg parent). See section 368(a)(1)(C). Thadiary’s assets is acquired as a liquidating

vides notice of a public hearing on thesgSe of money or other property will notdistribution in exchange for the previ-
proposed regulations. prevent an exchange from qualifyingOUSIV held stock of the subsidiary.

o under section 368(a)(1)(C) if at least 80 N Bausch & Lomb(which had nearly
DATES: Written comments must be re- | =" < gross fair market value offentical facts to Rev. Rul. 54-396), the

fflgegaiyaizp;irpnggs 10?’,[(1)92:2' t?ﬁgu;zg_ﬁ of the property of the target corporaParent corporation, Bausch & Lomb,
p p fon is acquired for voting stock (the soOwned 79.9 percent of the stock of Riggs

) |
he hearin heduled for . . ; ;
cussed at the hearing scheduled fo OCtE)alled boot relaxation rule). See sectiofPPtical Company. In order to acquire the

ber 5, 1999, must be received by Septeni- ; ; )
ber 13, 1999. y S€p rT368(a)(2)(B). The proposed regulation@ssets of Riggs, Bausch & Lomb ex

provide that prior ownership of a portionchanged shares of its voting stock for all of
ADDRESSES: Send submissions to©f & target corporation’s stock by an acthe Riggs assets. Pursuant to a prearranged
CC:DOM:CORP:R (REG-115086-98),duiring corporation generally will not pre-plan, Riggs subsequently was dissolved
room 5226, Internal Revenue ServiceVent the solely for voting stock require-and distributed its only assgt, the Bausch &
POB 7604, Ben Franklin Station, WashMent in a “C” reorganization of the targetomb shares, pro rata to its shareholders.
ington, DC 20044. Submissions may bgorporation and the acquiring corporatior] he Tax Court and the Second Circuit
hand delivered Monday through Friday"®m being satisfied. These regulation&ourt ,Of Appeals sustained the Commis-
between the hours of 8 a.m. and 5 p.m. fJOPOSe to reverse the IRS's longstandingoner's contention that the acquisition of
CC:DOM:CORP:R (REG—115086-98)Position that the acquisition of assets of the Riggs assets and the dissolution of
Courier’s Desk, Internal Revenue SerPartially controlled subsidiary does notRiggs should be viewed together as part of
vice, 1111 Constitution Avenue Nw,dualify as a tax-free reorganization undea single plan, and that the surrender by
Washington, DC. Alternatively, taxpayersS€Ction 368(a)(1)(C). Bausch & Lomb of its Riggs stock consti-

; ; ; tuted nonstock consideration in violation
may submit comments electronically vi ; o o .
the Internet by selecting the “Tax Regsa”B' The Bausch & Lomb Doctrine of the “C” reorganization requirements.
optipn on the IRS H_ome Page, or by sub- The IRS'’s position that the acquisitionc  The Solely for Voting Stock
mitting comments directly to the IRS In-of assets of a partially controlled sub- ;

. . . ) Requirement

ternet site at http://www.irs.ustreas.govsidiary does not qualify as a tax-free reor-
tax_regs/regslist.html. The public hearganization under section 368(a)(1)(C) is The “C” reorganization first appeared
ing will be held in Room 2615, Internalarticulated in Rev. Rul. 54-396 (1954-2n 1921 when a tax-free reorganization

This document contains propose
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was defined as a merger or consolidatioparent’s stock, even though prior to thg@oration for the target corporation’s as-
“including the acquisition by one corpora-acquisition the parent already owned 78ets. Accordingly, the requirements of
tion...of substantially all of the propertiespercent of the transferor’s stock). In theection 368(a)(1)(C) will not be satisfied
of another corporation.” Revenue Act of'upstream” “A” reorganization, the indi- unless the transaction can qualify under
1921, section 202(c)(2), 42 Stat. 227, 230ect interest of the parent in the assets ofie boot relaxation rule of section
The statutory language failed to limit thets subsidiary (i.e., the target corporation368(a)(2)(B). The determination of
type of permissible consideration, aris converted into a direct interest in thevhether there has been an acquisition in
guably allowing an acquisition for cash tesubsidiary’s assets. An exchange igsonnection with a potential “C” reorgani-
qualify as a merger. deemed to occur for purposes of sectiopation of a target corporation’s stock for
In 1934, Congress restricted the per354 even if, in form, one does not occuiconsideration other than an acquiring cor-
missible consideration in an acquisition ofrhe IRS and Treasury Department havgoration’s own voting stock (or voting
a target's stock or assets (in other than@ncluded that the “upstream” reorganistock of a corporation in control of the ac-
statutory merger or consolidation) to votzation under section 368(a)(1)(C) (i.e.quiring corporation if such stock is used
ing stock. Revenue Act of 1934, sectiothe Bausch & Lombkransaction) should in the acquisition of the target corpora-
112(g)(1), 48 Stat. 680, 705. The statedot be treated differently from the “up-tion’s properties) will be made on the
purpose for this limitation was to “removestream” “A” reorganization solely be-pasis of all of the facts and circum-
the danger that taxable sales [could] beause the acquiring corporation alreadytances.
cast into the form of a reorganization."owns stock in the target corporation. Ac- Rey. Rul. 54-396 (1954—2 C.B. 147)
See H.R. Rep. No. 704, 73d Cong., 2dordingly, the IRS and Treasury Departyij| become obsolete when the proposed
Sess. 12-14 (1934), 1939-1 C.B. (Part Z)ent have concluded that t&ausch & yegulations are issued in final form.
554, 563-565; S. Rep. No. 558, 73dombdoctrine does not further the princi- The regulations are proposed to apply
Cong., 2d Sess. 16-17 (1934), 1939+iles of reorganization treatment. to transactions occurring after the date

C.B. (Part 2) 586, 598-599. Explanation of Provisions that a Treasury decision adopting these
rules is published in thEederal Regis-
The proposed regulations provide thater, except that they do not apply to any
The legislative history of the “C” reor- preexisting ownership of a portion of aransactions occurring pursuant to a writ-
ganization provisions provides that thearget corporation’s stock by an acquiringen agreement which is (subject to cus-
purpose of the solely for voting stock recorporation generally will not prevent thetomary conditions) binding on the date
quirement in section 368(a)(1)(C) is tosolely for voting stock requirement in athe regulations are published as final reg-
prevent transactions that resemble salé€” reorganization from being satisfied.ulations in theFederal Register,and at
from qualifying for nonrecognition of If the boot relaxation rule applies, theall times thereafter.
gain or loss available to corporate reorgasum of (i) the money or other property .
nizations. The IRS and Treasury Departhat is distributed in pursuance of the plasPecial Analyses
ment have concluded that a transaction of reorganization to the shareholders of
which the acquiring corporation convertghe target corporation other than the ac-
an indirect ownership interest in assets tquiring corporation and to the creditors o
a direct interest in those assets does nibte target corporation pursuant to sectio
resemble a sale.and, thus, have gonclu'dédl(.b)(sl)., and (ii) the assumphop of ,a”ment is not required. It also has been de-
that Congress did not intend to disqualifghe liabilities of the target corporation (in- . .

: . L : > termined that section 553(b) of the Ad-
a transaction from qualifying under seceluding liabilities to which the properties . . .

. . : ministrative Procedure Act (5 U.S.C.
tion 368(a)(1)(C) merely because the a®mf the target corporation are subject), cany

- 4 ; . apter 5) does not apply to these pro-
quiring corporation has prior ownershipnot exceed 20 percent of the value of aﬁ .

. S ) . rPosed regulations and, because the pro-
of a portion of a target corporation’sof the properties of the target corporatio sosed requlations do not impose a collec-
stock. Because the judicial doctrine ofn this regard, the proposed regulations ©9 . pose.

- . - : . . . ion of information on small entities, the
continuity of interest arose from similarprovide that if, in connection with a po- S
. e N Regulatory Flexibility Act (5 U.S.C.
concerns, the regulations under §1.368&ential “C” reorganization of a target cor-Cha ter 6) does not apply. Therefore, a
1(e)(1)(i) reach a similar conclusion withporation into an acquiring corporation, pl torv Flexibilit A?\p Iy is is not r '
respect to the continuity of interest docthe acquiring corporation acquires the talBe_guda oPy € it y tf"‘ ys758085 fO fetjr}
trine. get corporation’s stock for consideratio lf{'re .I Rursuan gsdec I:)hn ()Iot' N
Moreover, the taxable treatment of thether than its own voting stock (or voting n-”elr)na bev.enlije Oh e’Ch.e?Z regu e} :(ons
“upstream” “C” reorganization under thestock of a corporation in control of the acy":j € su mf'ttﬁ tgt TI '€ ouns(,je ror
Bausch & Lombdoctrine contrasts with quiring corporation if such stock is used,A‘ vocacy of the Small Business Admin-

the tax-free treatment of the “upstreamin the acquisition of the target corporalStratIon for comment on its impact on

“A” reorganization under section 368(a)tion's properties), whether from a shareSmall business.
(1)(A). See also Rev. Rul. 57-278 (1957holder of the targgt cqrporation or fro_mComments and Public Hearing

1 C.B. 124) Bausch & Lombdoes not the target corporation itself, such consid-

apply to an asset acquisition by a newlgration will be treated as money or other Before these proposed regulations are

formed corporation in exchange for itgroperty exchanged by the acquiring coradopted as final regulations, considera-

1999-26 |.R.B. 7 June 28, 1999

D. Reasons for Change

It has been determined that this notice
f proposed rulemaking is not a signifi-
ant regulatory action as defined in EO
12866. Therefore, a regulatory assess-



tion will be given to any written com- PART 1—INCOME TAXES eration as money or other property, the re-
ments (a signed original and eight (8) o quirements of section 368(a)(2)(B) and
copies) that are timely submitted to the Paragraph 1. The authority citation fon 5 aqraph (d)(2)(ii) of this section are
IRS. The IRS and Treasury request conPart 1 continues to read in part as followsnet “The determination of whether there
ments on the clarity of the proposed rule Authority: 26_ U.S.C. 780_5' o has been an acquisition in connection
and how it may be made easier to under- Par- 2. Section 1.368-2 is amended Ry, 5 potential reorganization under sec-

stand. All comments will be available foraddif‘g paragraph (d)(4) to read as folgo, 368(a)(1)(C) of a target corporation’s

public inspection and copying. lows: stock for consideration other than an ac-
A public hearing has been scheduled; 363_2 Definition of terms quiring corporation’s own voting stock

for October 5, 1999, beginning at 10:00 (or voting stock of a corporation in con-

a.m. in Room 2615 of the Internal Rev- ok ok ok trol of the acquiring corporation if such

(d)* * * stock is used in the acquisition of the tar-
Avenue, NW, Washington, DC. Due to : et corporation’s properties) will be made
building security procedures, visitors% (4) () For purposes of paragraph%n the basis of all of the facts and circum-

enue Service Building, 1111 Constitution

must enter at the 10th Street entrance, | ?A)/ﬁle)rs?]ri]s o(fzi(g)or?ifort]hé? tiicéltcc))&,( glﬁfestapces. . -

cated between Constitution and Pennsy, arget corporation by an acquiring corpos (i) _The foIIowmg examples illustrate
vania Avenues, NW. In a(_:iditio_n., aII. visi-ration will not by itself prevent the Solelythe principles of this paragraph (d)(4):

tors must pr_es_ent photo identification tcfor voting stock requirement of such para- Example 1. Corporation P (P) holds 60 percent
enter the building. Because of access r%}aphs from being satisfied. In a transa@f the Corporation T (T) stock that P purchased sev-
strictions, visitors will not be admitted be_tion in which the acquiring corporation®al years ago in an unrelated transaction. T has 100
yond the immediate entrance area mor,
than 15 minutes before the hearing startg

For information about having your namegiuirement of paragraph (2)(ii) is satisfiedket value of $110 and liabilities of $10. T transfers

placed o-n the building access list to atten nly if the sum of the money or otherall of its properties to P. In exchange, P assumes the
the hearing, see the “FOR FURTHER INbroperty that is distributed in pursuanc§10 of liabilities, and transfers to T $30 of P voting
FORMATION CONTACT” section of of the plan of reoraanization to the Shares_tock and $10 of cash. T distributes the P voting
this preamble. p 9 ; stock and $10 of cash to X and liquidates. The
The rules of 26 CFR 601 601(a)(3)[h0|der5 of th?_target corp_orat|on Othefransaction satisfies the solely for voting stock re-

‘ ) . han the acquiring corporation and to thguirement of paragraph (d)(2)(ii) of this section be-
apply to the hearing. Persons who wish t8redit0r5 of the target corporation purcause the sum of $10 of cash paid to X and the as-
present oral comments at the hearing mu§ﬁant to section 361(b)(3), and all of th&umption by P of $10 of liabilities does not exceed

i i L ’ . 20% of the value of the properties of T.
:ﬁgggsgfdsgﬁagﬁﬁ:g Sé)l:cbtrr?g ;’g:;ﬁiesntgogﬂéamnnes of the target corporation as-""c, . e The facts grepthe same asxample
. : umed by the acquiring corporation (in1 except that P purchased the 60 shares of T for $60
discussed and the time to be devoted {8 4inq liabilit : . exeept purchase are
o o ) uding liabilities to which the propertiesin cash in connection with the acquisition of T's as-
each topic (signed original and eight (Bbf the target corporation are subject), doessts. The transaction does not satisfy the solely for
copies) by September 13, 1999. A perioﬂOt exceed 20 percent of the value of ayeting stock requirement of paragraph (d)(2)(ii) of
of ten minutes will be allocated to eacrbf the properties of the target corporatio this section because P is treated as having acquired

i naII of the T assets for consideration consisting of $70
person for making comments. An agendﬁ’ in connection with a potential acquisi-of cash, $10 of liability assumption and $30 of P
showing the scheduling of the speaker, ’

. i ffon by an acquiring corporation of sub-oting stock, and the sum of $70 of cash and the as-
will be prepared after the deadline for regy, a1y all of a target corporation’ssumption by P of $10 of liabilities exceeds 20% of
ceiving outlines has passed. Copies of ”FToperties the acquiring corporation acthe value of the properties of T.
agenda will be available free of charge g, . ' o . _
the hearing, aduwe§ the Farget corporation’s stocl.< .for (i) This paragraph (d)(4) applies to

consideration other than the acquiringansactions occurring after the date these

Drafting Information corporation’s own voting stock (or votingyeqjations are published as final regula-

stock of a corporation in control of the aCtions in theFederal Register,except that
The principal author of these regulaquiring corporation if such stock is useqhis paragraph (d)(4) does not apply to
tions is Marnie Rapaport of the Office ofin the acquisition of the target corporayy transactions occurring pursuant to a
the Assistant Chief Counsel (Corporate)jon's properties), whether from a shareyitten agreement which is (subject to
IRS. However, other personnel from théolder of the target corporation or the tar(:ustomary conditions) binding on the date
IRS and Treasury Department particiget corporation itself, such consideratiorinne regulations are published as final reg-
pated in their development. is treated, for purposes of paragraph@ations in theFederal Register and at
(d)(2) and (2) of this section, as money Ol times thereafter.

other property exchanged by the acquir-
Proposed Amendments to the Regulatio§9 corporation for the target corpora-

* *x *x % %

* Kk * *x %

tion’s properties. Accordingly, the trans- Robert E. Wenzel,
Accordingly, 26 CFR part 1 is pro-action will not qualify under section Deputy Commissioner of
posed to be amended as follows: 368(a)(1)(C) unless, treating such consid- Internal Revenue.

June 28, 1999 8 1999-26 |.R.B.



(Filed by the Office of the Federal Register on Junfisted organization on or before the dateation pending examination, and the qual-
11,1999, 8:45 a.m., and published in the issue of they announcement in the Internal Revenuication of the organization is subse-
Federal Register for June 14, 1999, 64 F.R. 31770)g ) 6tin that the organization no longerquently terminated, contributions made
qualifies. However, the Service is nowfter the date specified in the announce-
Deletion F c lative List precluded from disallowing a deductionment in the Internal Revenue Bulletin are
eletion From Lumuiative LIS for any contributions made after an organot deductible. In such a case, the date of
of Organlzatlons Con_trlbut|ons nization ceases to qualify under sectioBuspension will appear after the name of
to Which Are Deductible Under 170 where the contributor (1) had knowlthe organization to which it applies.
Section 170 of the Code edge of the revocation of the ruling or de-
termination letter, (2) was aware that suclhild Care, Inc.
revocation was imminent, or (3) was in Grand Junction, CO
The names of organizations that n¢art responsible for or was aware of the
longer qualify as organizations contribuactivities or deficiencies on the part of thgs|gpg Awareness, Inc.
tions to which are deductible under secorganization which gave rise to the 10ss of 5oy piego, cA
tion 170 of the Internal Revenue Code ofualification.
1986 are listed below. Moreover, if the Service has announced;par Foundation, Inc.
Generally, the Service will not disallowsuspension of advance assurance of deg aenville, AL
deductions for contributions made to aluctibility of contributions to an organi-

Announcement 99-63
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Definition of Terms

Revenue rulings and revenue procedurgdies to both A and B, the prior ruling isnew ruling does more than restate the
(hereinafter referred to as “rulings”) modified because it corrects a publishedubstance of a prior ruling, a combination
that have an effect on previous rulingposition. (Compare witlamplifiedand of terms is used. For examplmodified
use the following defined terms to deelarified, above). and supersededlescribes a situation
scribe the effect: Obsoleteddescribes a previously pub-where the substance of a previously pub-
Amplified describes a situation wherelished ruling that is not considered detertished ruling is being changed in part and
no change is being made in a prior pubminative with respect to future transacis continued without change in part and it
lished position, but the prior position istions. This term is most commonly useds desired to restate the valid portion of
being extended to apply to a variation oin a ruling that lists previously publishedthe previously published ruling in a new
the fact situation set forth therein. Thustulings that are obsoleted because afiling that is self contained. In this case
if an earlier ruling held that a principlechanges in law or regulations. A rulingthe previously published ruling is first
applied to A, and the new ruling holdsmay also be obsoleted because the sutmodified and then, as modified, is super-
that the same principle also applies to Bstance has been included in regulatiorseded.
the earlier ruling is amplified. (Comparesubsequently adopted. Supplementeds used in situations in
with modified below). Revokedlescribes situations where thavhich a list, such as a list of the names of
Clarified is used in those instancegosition in the previously published rul-countries, is published in a ruling and
where the language in a prior ruling isng is not correct and the correct positiothat list is expanded by adding further
being made clear because the languagebeing stated in the new ruling. names in subsequent rulings. After the
has caused, or may cause, some confu-Supersededescribes a situation whereoriginal ruling has been supplemented
sion. It is not used where a position in éhe new ruling does nothing more tharmseveral times, a new ruling may be pub-
prior ruling is being changed. restate the substance and situation oflshed that includes the list in the original
Distinguisheddescribes a situation previously published ruling (or rulings).ruling and the additions, and supersedes
where a ruling mentions a previouslyThus, the term is used to republish undel prior rulings in the series.
published ruling and points out an esserthe 1986 Code and regulations the same Suspendeds used in rare situations to
tial difference between them. position published under the 1939 Codshow that the previous published rulings
Modified is used where the substancand regulations. The term is also usedill not be applied pending some future
of a previously published position iswhen it is desired to republish in a singlaction such as the issuance of new or
being changed. Thus, if a prior rulingruling a series of situations, names, etcamended regulations, the outcome of
held that a principle applied to A but nothat were previously published over a pecases in litigation, or the outcome of a
to B, and the new ruling holds that it apfiod of time in separate rulings. If theService study.

1 1 E.O—Executive Order. PHC—Personal Holding Company.
Ab b reviations ER—Employer. PO—Possession of the U.S.
Thelfollow(ijng_I?bbreviat[ons in CPrlrentt)ILfSﬁ ?jn'd f?{'ERISA—Emponee Retirement Income Security Act. PR—Partner.
gﬁue”r(;iﬁse will appear in material published in tl C e Executor. PRS_Partnership.

B F—Fiduciary. PTE—Prohibited Transaction Exemption.
A—Individual FC—Foreign Country. Pub. L—Public Law.
gflifc.gwelscence_ FICA—Federal Insurance Contribution Act. REIT—Real Estate Investment Trust.
BE nBM ;J.a.' FISC—Foreign International Sales Company. Rev. Proc—Revenue Procedure.
BK_BenE cany: FPH—Foreign Personal Holding Company. Rev. Ruk—Revenue Ruling.

—Bank. . -

F.R—Federal Register. S—Subsidiary.

B.T.A—Board of Tax Appeals.
C —Individual FUTA—Federal Unemployment Tax Act. S.P.R—Statements of Procedral Rules.
CIB Cumula.tive Bulletin FX—Foreign Corporation. Stat—Statutes at Large.
Ci:R.—Code of Federal Régulations G.C.M—Chief Counsel's Memorandum. T—Target Corporation.
Cl—City. ' GE—Grantee. T.C—Tax Court.
COOP—.Cooperative GP—General Partner. T.D—Treasury Decision.
Ct.D—Court Decision GR—Grantor. TFE—Transferee.
CY—County. IC—Insurance Company. TFR—Transferor.
D—Decedent |.R.B—Internal Revenue Bulletin. T.I.R—Technical Information Release.
DC—Dummy Corporation. LE—Lessee. TP—Taxpayer.
DE—Donee. LP—Limited Partner. TR—Trust.
Del. Order—Delegation Order. LR—Lessor. TT—Trustee.
DISG—Domestic International Sales Corporation. M—Minor. U.S.C—United States Code.
DR—Donor. Nonacg—Nonacquiescence. X—Corporation.
E—Estate. O—Organization. Y—Corporation.
EE—Employee. P—Parent Corporation. Z—Corporation.
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